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ENERGY COMMUNITY SELF-HELP
FRIDAY, APRIL 16, 1982

U.S. SENATE,
CoMMITTEE ON FINANCE,
SUBCOMMITTEE ON ENERGY AND AGRICULTURAL TAXATION,
Grand Junction, Colo.

The committee met, pursuant to notice, at 2:08 E.m., in the
Grand Junction City Council Chamber, 260 North Fifth Street,
Grand Junction, Colo., Hon. Malcolm Wallop (chairman of the sub-
committee) pres;iding/.I |

Present: Senators Malcolm Wallop and William L. Armstrong.

[The committee’s press release announcing this hearing, the bill
S. 1919, the Joint Tax Committee’s description, and the prepared
statement of Senator Armstrong follow:]

FINANCE SUBCOMMITTEE ON ENERGY AND AGRICULTURAL TAXATION SETS HEARINGS _
on 8. 1919, THE ENErRGY CoMMUNITY SELF-HELP ACT

Senator Malcolm Wallop, Chairman of the Subcommittee on Energy and Agricul-
tural Taxation of the Committee on Finance, announced today that the Subcommit-
tee will hold hearlngs on Friday, April 16, 1982 in Grand Junction, Colorado and
Saturday, April 17, 1982 in Evanston, Wyoming on 8. 1919, which would permit a
taxpayer to deduct currently the prepayment of qualified energy impact assistance
exﬁndltures and contributions,

e Grand Junction, Colorado hearing will commence at 2 p.m. on April 16, 1982,

at a location to be announced. The Evanston, Wyoming hearing will commence at 9
a.m. on April 17, 1982 at the Evanston High School, 341 Summit Street.

Ine &laining 8. 1919, Senator Wallop stated, “The underlying thrust of the Arm-

strong-Wallop proposal is to help ener?'eimpacted communities help themselves by

roviding them with the advantage of being able to tap their future tax bases, and

y removing the disincentives found in the tax code for\industry to take a more
active role in assisting with energy impact problems.

“The bill is very compatible with the ener%vpackage ntly announced by the
State of Wyoming, local officials, and the Overthrust Industrial Association, to
asgist Evanston and similar communities with its energy problems.

“We are not asking for a new Government spending program, but are trying to
provide a funding mechanism which is flexible enough to accommodate extensive
planning efforts between industry and Government, and which recognizes that
every area is unique and that the problems are best handled by those who are di-
reclg affected and involved.

“Hope that hearings will provide a strong record of support from the State and
local governments, and from industry—the simplicity of the aPproach and the flexi-
bility it offers should be of great help to many communities in Wyoming, Colorado
<and other energy producing States.”

FINANCE SUBCOMMITTEE ON ENERGY AND AGRICULTURAL TAXATION ANNOUNCES
LOCATION OF FIELD HEARINGS ON 8. 1919

Senator Malcolm Wallop, Chairman of the Subcommittee on Energy and Agricul-
tural Taxation of the Committee on Finance, announced today that the previously
announced April 16 field hearing on S. 1919, the Energy Community Self-Help Act,
will be held at the Grand Junction City Council Chamber, Fifth and Rood Streets,
Grand Junction, Colorado. The Grand Junction hearing will commence at 2 p.m. As
rreviously announced, a hearing on S. 1919 will also be held on Agril 17, at 9 a.m.
n Evanston, Wyo. at Evanston igh School located at 341 Summit Street.

(0))
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To amend the Internal Revenue Code of 1954 to assist in lessening the impact on
communities of rapid growth resulting from energy or resource development,
and for other purposes.

IN THE SENATE OF THE UNITED STATES

DeceMBER 8 (legislative day, NoveMBER 80), 1981

Mr. AeM8TRONG (for himself and Mr. WALLOP) introduced the following bill;
which was read twice and referred to the Committee on Finance

A BILL

To amend the Internal Revenue Code of 1954 to assist in
lessening the impact on communities of rapid growth result-
ing from energy or resource development, and for other
purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the “Energy Community Self-

Help Act of 1981".

(=, SR N
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SEC. 2. DEDUCTION FOR PREPAYMENT OF ENERGY IMPACT

ASSISTANCE PAYMENTS.

(a) IN GENERAL.—Subpart C of part II of subchapter
E of chapter 1 of the Internal Revenue Code of 1954 (relat-
ing to taxable year for which deductions taken) is amended
by adding at the end thereof the following new section?

“8EC. 467. PREPAYMENT OF ENERGY IMPACT ASSISTANCE EX-

_ PENSES.

“(a) IN GENERAL.—At the election of the taxpayer,
there shall be allowed as a deduction for the taxable year (in
lieu of any other taxable year) an amount equal to the quali-
fied energy impact assistance expenditures paid during the
taxable year which (determined without regard to this sec-
tion)—

(1) are otherwise allowable as a deduction under
this chapter, an¢

“(2) are proporly allocable to any taxable period
which is after the close of the taxable year in which
paid.

“() QuarLiFiEp ENERGY IMPACT ASSISTANCE Ex-
PENDITURE.—For purposes of this section—

“(1) In GENBRAL.—The term ‘qualified energy
impact assistance expenditure’ means any expenditure
or contribution which—

‘“(A) represents a State or local tax, fee,
rent, or royalty,

8. 1919~is
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“(B) is required or permitted under State or

local law to be paid before the taxable period such
expenditure or contribution is allocable (deter-
mined without regard to this section), and .

‘“(C) is to be used by the State or local gov-
ernment to meet needs incidental to population
growth arising out of the operation of major
energy and resource development aotivities.

‘“2) The term ‘operation of major energy and re-
source development iwtivities' means the development,
- operation, and construction of—

‘“/(A) any facility used primarily for exploring,
producing, extracting, processing, converting, or
refining of minerals including, but not limited to, a
mine, powerplant, mill, :etort, or related facility;

“(B) any facility operated in connection with
a synthetic fuel project (within the meaning of
section-112(18) of the Energy Security Act); or

“(C) an electri¢ generation facility designed
to consume coal located in the immediate area of
such facility;

but only to the extent that capital expenditures in con-
nection with such facility will exceed $50,000,000

when construction is complete or that the gross income

8. 1919—1s
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to be received over the life of the facility will exceed

$50,000,000. |

“(c) METHOD OF ACCOUNTING.—For purposes of this
title, an election under this section shall not be treated as a
change in the taxpayer’s method of accounting.”.

(b) ConrorMiNG AMENDMENT.—The table of sections
for subpart C of part IT of subchapter E of chapter 1 of such
Code is amended by adding ajfter the item relating to section
468 the following new item: '

“Seo. 467. Propayment of energy impact assistance expenses.”,
SEC. 3. DEDUCTIONS FOR ENERGY IMPACT ASSISTANCE CON.
TRIBUTIONS.

(a) IN GENERAL.—Part VI of subchapter B of chapter
1 of the Internal Revenue Code of 1954 (relating to itemized
deductions for individuals and corporations) is amended by
adding at the end thereof the following new section:

“SEC. 196. ENERGY IMPACT ASSISTANCE.

“(a) IN GENERAL.—There shall be allowed as a deduc-
tion for the taxable year the qualified energy impact assist-"
ance amount of the taxpayer for such taxable year.

“() QuaLiIFIED ENERGY IMPAOT ABSSISTANCE
AMOUNT.—For purposes of this section—

“(1) IN GENERAL.—The term - ‘qualified energy'
fmpa.ct assistance amount’ means any amount or

property—

8. 1919l
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“(A) which is—

“() paid or contributed to a State or
local government and to be used to provide
qualified public facilities and services, or

“(ii) paid, contributed, or incurred di-
rectly for qualified public facilities and serv=
ices provided to the State or local govern-
ment, and
“(B) with respect to which a deduction or

credit is not otherwise allowable under this
chapter.

" “(2) CERTAIN AMOUNTS IN CONNECTION WITH
BONDS.—For purposes of paragraph (1), if a State or
local government issues 6bligations the proceeds of
which are to be used to provide qualified public facili-
ties or services, then—

“(A) the amount of any loss recognized by
the taxpayer on such obligations were purchased
by the taxpayer, and
~ ‘Y(B) the amount the taxpayer pays as a
guarantor of such obligations,

shall be treated as amounts paid for qualified public
facilities or services.
“(8) QUALIFIED PUBLIC FACILITIES AND SERV-

10E8.—For purposes of this subsection, the term

8, 1919~|s
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‘qualified public facilities and services’ means facilities
“and services provided to a State or local government
as a result of population growth arising out of the op-
eration of major energy and resource development ac-
tivities (within the meaning of section 467(b)(2)). Such
term includes, but is not limited to, facilities or serv-
ices provided in connection with—
“(A) roads,
‘“(B) schools and education,
“(C) parks. and recreation,
(D) housing,
‘“(E) governmental administration,
“(F) fire and police protection,
“(G) water supply,
‘“(H) waste water collection and treatment
(including drainage), and
“(I) hospitals and health care.”.

(b) ConrorMING AMENDMENT.—The table of sections
for part VI of subchapter B of chapter 1 of such Code is
amended by adding at the end thereof the following new
item: ‘

“Sec. 198, Energy impact assistance.”.
SEC. 4. EFFECTIVE DATE. .

The amendments made by this Act shall apply to tax-
able years beginning after June 30, 1980.

O

8. 1919—is
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INTRODUCTION

The Subcommittee on Energy and Agricultural Taxation
of the Senate Finance Committee has scheduled hearings on
S. 1919 on April 16, 1982, in Grand Junction, Colorado, and
on April 17, 1982, in Evanston, Wyoming. The bill (introduced
by Senators Armstrong and Wallop) would permit taxpayers to
deduct currently the prepayment of qualified energy impact
assistance expenditures and to deduct energy impact assistance
contributions. '

This documunt, prepared in connection with the April 16
and 17 Subcommittee hearings, provides a summary of 8. 1919,
a more detailed description of the bill, including present
tﬁw,bi;iues, and effective date, and the revenue effect of
e .

I. SUMMARY

Present law

State and local taxes paid in connection with a taxpayer's -
trade or business are deductible in computing Federal income
taxes in the year paid or incurred. Taxpayers who voluntarily
prepay deductible State or local taxes before the year for
which such taxes relate generally may not deduct them before
the year in which they accrue.

Taxpayers are allowed deductions for contributions made
to or for the use of a State, a possession of the United States,
or any political subdivision of a State, or the United States
or the District of Columbia, but only if the contribution or
gift is made for exg¢lusively public purposes. Contributions
to a governmental entity which inure to the benefit of the
donor are not considered to be made for exclusively public
purposes and do not qualify as deductiblé charitable contributions.

S. 1919

The bill would allow taxpayers to elect to deduct pre-
payments of State and local taxes in the year of the pre-
payment, if the proceeds of such tax prepayments are to be
used by the State or local government to meet needs incidental
to porulation growth arising out of the operation of major
energy and resource development activities.

The bill also would allow taxpayers to deduct energy .-im-
pact assistance contributions' of cash or property to a State
or local government to be used to provide certain public
facilities and services as a result of population growth
arising out of the operation of major energy and resource de~
velopment activities.
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II. DESCRIPTION OF S. 1919

Energy Community Self-Help Act

A. Present law

Under present law, taxpayers may deduct, in computing
their Federal income tax, State and local taxes paid or in-
curred in connection with the taxpayer's trade or business.
Generally, a taxpayer who uses the cash method of accounting
may deduct. such taxes in the year in which payment of the
deductible amount is made. An accrual-method taxpayer may
deduct such taxes when all the events which determine the
fact of the liability have occurred and the amount of the
deduction can be determined with reasonable accuracy.

Even though some State and local jurisdictions authorize
the prepayment of State and local taxes, taxpayers who vol-~
untarily prepay these taxes before the year for which such
taxes are imposed generally may not take a deduction in the
prior year. This treatment is consistent with the treatment
of prepaid expenses generally. Furthermore, if a taxing
jurisdiction changes the time for imposing a deductible tax
so that the tax would be deductible in an earlier period
under the accrual method, an accrual basis taxpayer may not
deduct the tax in an earlier period.. Instead, the taxpayer
may deduct the tax in the period that the tax otherwise would
have been deductible if the taxing jurisdiction had not changed
the time for imposing the tax.

Under present law, taxpayers may deduct contributions -
made to or for the use of a State, a possession of the United
States, any political subdivision of a State, the United
States, or the District of Columbia, but only if the contri-
bution or gift is made for exclusively public purposes. Thus,
for -example, if a.taxpayer contributes property to a local
government to enable that government to make improvements
that directly benefit the taxpayer's business, the contribu-
tion is not a charitable contribution because it is not made
exclusively for public purposes. In addition, the expenditure
may be treated as a capital expenditure to be recovered through
amortization or depreciation or to be added to the taxpayer's
basis in land or other non-depreciable assets.

B. Issues

(1) Should taxpayers be allowed to deduct prepayments
of State and local taxes in the year paid, rather than in
the year to which such taxes relate, if the prepaid amounts
are used by the State or local government to meet needs
incidental to population growth in the area arising out of
the operation by the taxpayer of major energy and resource
development activities?



(2) Should taxpayers be allowed to deduct energy impact
assistance contributions to a State or local government to be
used for certain public facilities and services, even though
such taxpayer receives direct or indirect benefits from such
contributions? eseeesmcsmme

c. Explanation of the bill

S. 1919 would allow taxpayers to currently deduct, in
computing their Federal income taxes, prepayments of certain
State and local taxes, and would also allow a deduction for
certain energy impact assistance contributions.

Pregaid Energy Impact Assgistance Expenses

Under the bill, taxpayers would be allowed to elect to
deduct prepayments of certain State or local taxes in the
year payment is made, 1if such payment consitutes a "qualified
energy impact assistance expenditure." Prepayments of such
State or local taxes would normally only be deductible in
the later taxable years to which these taxes were properly
allocable.

A "qualified eriergy impact assistance expenditure” would
be any expenditure or contribution which (1) represents a
State or local tax, fee, rent or royalty, (2) is required or
permitted under State or local law to be prepaid in a year
prior to the taxable year to which it is allocable, and
(3) is to be used by the State or local government to meet
needs incidental to population growth arising out of the
operation of major energy and resource development activities.

To qualify as an energy impact assistance expenditure,
prepayments of State or local taxes must be made -in connection
with_the operation of major energy and resource development
activities. These activities are defined as the development, -
operation, and construction of certain types of facilities
the capital cost of which exceeds $50,000,000, or the gross
income from which will exceed $50,000,000 over the life of
the facility. The bill does not explicitly restrict the
availability of these deductions for prepaid taxes to the
particular taxpayer who is developing, operating, or construct-
ing the facility. :

The operation of major energy and resource development
activities means the development, operation, -and construction
of (1) any mineral mining or processing facility including, but
not limited to, any mine, powerplant, mill, retort, or related.

1]
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facility, (2) any facility operated in connection with a
synthetic fuel project, or (3) an electric generation facility
designed to consume coal produced in the immediate area of
such facility.

Enerqy Impact Assistance Contributions

Under the bill, taxpayers would be allowed a deduction
for contributions or payments of cash or property to a State
or local government to be used to provide certain public
facilities and services as a result of '‘population growth
arising out of the operation of major energy ‘and resource deyelop-
ment activities, as defined above.

A deduction would be allowed for any amount paid or con~-
_tributed to a State or local government to be used to provide
qualified public facilities and services, or for any amount
paid, contributed, or incurred directly for qualified public
facilities and services provided to the State or local govern~
ment, with respect to which a deduction or credit is not
otherwise allowable under Federal income tax laws.

Qualifiad public facilities and services include, but are
not limited to, facilities and services provided in connection
with roads, schools and education, parks and recreation,
housing, governmental administration, fire and police protec-
tion, water supply, waste water collection and treatment (in-
cluding drainage), and hospital and health carae.

Under the bill, an amount paid for qualified public facili-
ties or services would include (1) any loss recognized by the
taxpayer on State or local government obligations which the
taxpayer had purchased if the proceeds of the obligations are
to be used to provide qualified public facilities or services,
or (2) any amount the taxpayer pays as a guarantor of State
or local government obligations used to provide qualified
public facilities or services.

D. Effective date

The provisions of the bill would apply to taxable years
beqinning after June 30, 1980.

IIX. REVENUE EFFECT

-

This bill is estimated to reduce fiscal year receipts
by less than $25 million annually.

-

96-061 O0—82—~2
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WILLIAM L. ARMSTRONG
COLORADD

Wlnifed Diafes Denafe

WASHINGTON, D.C. 20510

April 16, 1982

Statemeni by Senator William L. Armstrong on’
S. 1919, The Energy Community Self-Help Act of 1981

- . Grand Junction, Colorado

Western Colorado has the energy sources America desperately needs...
enough gas and coal to keep the U.S. going for decades.

But how fast these resources can be developed, and at what social,
economic and environmental cost to our state, depends on reversing federal
policies which hinder prudent and orderly development.

In an area smaller than our 13 original states, Western Colorado has a
trillion barrels of oil looked in shale; at least half of which is now
recoverable. The state also has 500 billipn tons of coal and 500 billion
ocubic feet of natural gas. Incredible though it may seem, every home, car,
factory and office building in the United States could be fueled by Colorado
energy...at present rates of use, for over 100 years!

But producing and marketing even a fraction of this immense energy
potential will require massive development, What is being proposed, and in
some cases already taking place, is the construction of new cities, factories
and mines on the desert mesas of western Colorado where today not a school,
not a hospital, not a curbstone is in place. There are no homes, no parks,
no churches; there is only the sagebrush, the juniper and, underground,
there is coal, oil shale and natural gas.

It is no sure bet that large scale energy production will occur in the
Rocky Mountain West, The economics of large scale production remains precarious.
But if the production occurs, Colorado must be prepared. And it must be
prepared to handle the acute growing pains it is now experiencing.

Take Battlement Mesa, Colorado, for example. Twelve months ago there
was not a single foundation or two-by-four in place. Today Battlement Mesa
is the home of 3,000-Coloradans, most of whom work at the nearby oil shale
projects.



156

-2~

This sort of growth could only be the beginning. When large scale
production occurs, dozens of municipal buildings, jails, schools, courts,
water and sewage systems, recreational facillties and other public facilities

must be construocted.

These facilities are necessary to meet the employee needs if production
occurs. Right now more than a dozen oil shale plants are either under
construction or being planned; there are at least 20 major coal mining
operations under way, and many are developing major expansion plans,

Some projections hold that Colorado could produce as much as 300,000 barrels
of synthetic fuel by 1990, and will triple its present coal production.

Even though large scale energy production is just beginning, Colorado
is already experiencing acute growing pains., Battlement Mesa is one example.
Overall, population in western Colorado is already up 25% in less than a
decade. Demands on water supply are already severe. Where less than a
decade ago violent crime was unheard of in some frontier towns, some cities
are faced with 400% ‘and even higher increases in violent crimes. Housing
is scarce; incredibly, there is no measurable apartment vacancy rate. And
when housing is found, it is expensive.

These human needs are great, varied and expensive to satisfy. But
before any large~scale development takes place, these needs must be met
immediately. Hospitals and roads can be erected after the population arrives;

- but they should be in place beforehand. The same is true for water treatment
facilities, schools, jails and all the other essentials of modern living.

And so the dilemma: Social chaos will result if needed facilities are
not available in a timely manner when, the population booms. Yet such
facilities are financed by property taxes which become available too late.
Indeed it takes at least two years from the time that new commercial and
residential properties are constructed for them to be assessed and tax

payments to begin.

This "tax lag" is an acute problem in western Colorado. One -study
shows that the capital needs of Colorado's new and booming towns exceeds
revenues by more than a five-to-one margin, and it is not inconceivable
that this deficit may never be made up.

As has so often happened in the past, Coloradans are meeting these
growth problems head-on with creativity and resourcefulness. Elected officials’
are rewriting their policies to do all they can to ensure that development
keeps pace with social needs. No less than a dozen citizens commissions
are analyzing future energy-related growth, and estimating what facilities
are needed where and when. . .

The state legislature has recently enacted legislation to allow firms
to prepay their state and local propérty taxes, and these prepaid taxes --
the amount an energy firm will owe the state the next five to 15 years --
will help finance facilities needed today.
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The Tegislature has alsc enacted severance taxes which will raise
money once ‘energy production begins.

To their credit, energy firms are contributing significant energy
impact sums in anticipation of future profits. One firm, Union 0{il, will
- invest more than $60 million, including $22 million to house employees and
$12 million to help upgrade local roads, increase police protection and
water treatment, build a new school and finance new fire protection and
recreation services. Western Energy Corporation recently signed an agreement
to provide more than $60 million to offset impacts caused by a new coal
nine. Another firm will finance a new school with interest-free loans.
Other firms are following suit, :

Although the sums contributed by energy firms are significant, they do
not meet all the needs created by resource development. Fortunately,energy
firms want to contribute more, and every impact aid dollar is feverishly
desired by local officials.

What hinders energy firms from contributing more money is federal tax
law. Even though the federal government- has the most to gain from energy
development -- at least $40 billion in new tax revenues and achievement of
its national goal of energy independence -~ Washington has been strangely
silent about the needs created by energy development. Worse, tax policy
discourages local initiatives to resolve the problem.

One fact must be made clear. No one ih Colorado expects large federal
energy impact aid programs; nor, frankly, are such programs wanted. We are
aware that, with a federal budget projecting $200 billion in future deficits,
it is unlikely that a costly federal direct aid program will be created.
Moreover, Coloradans oppose traditional Washington solutions that only
throw money at a problem. With some exceptions, such programs are uncertain,
undesirable, have no return on the original investment and are insensitive
to local needs.

But what Colorado rightfully expects is the federal government to end
those practices that interfere with local energy impact initiatives.

That is the goal of the legislation I am introducing today.

There are two inequities in current tax law that my bill seeks to
address. First, the Internal Revenue Service gives energy firms a federal
tax deduction for paying their state and local taxes, but only one year at
a time. Thus, a company has an incentive not to prepay its state and local
taxes, even though Colorado’law allows it to do so, because federal tax law
only gives a tax deduction for paying year by year. The bill I am introducing
permits energy firms to prepay state and local taxes and get a_federal tax
deduction for doing so.
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- The second obstacle in tax law is that it provides no certainty about

the tax treatment of expenses inourred by industry for energy impact assistance.
Contributions made by energy firms to local governments that finance community
facilities should be a normal business expense, and therefore federally
deductible the same year it is made, but it isn't. Energy firms lack clear
guidance about what constitutes deductible expenses for energy impact assistance.
The Internal Revenue Service has made one arbitrary ruling after another in

this area. The result? There is no financial incentive -- in fact, there

is a powerful disincentive -~ for energy firms to work hand-in-hand with

state and local governments to provide the necessary services.

. There are several reasons for the tax uncertainty that is so pervasive
in this tax area. First, expenses are only deductible if they are made by
a "going trade or business." The problem with oil shale development is
that it is a capital-intensive industry with long lead time necessary before
production begins, Thus, the Internal Revenue Service has ruled that energy
impact contributions are not deductible in the year made; rather, they are
capitalized as a cost of the total projeot,,.making tax relief possible
only at the sale of the project or at the end of the useful life of the

project..

The second problem is Section 167 of the Internal Revenue Code, the
charitable contributions section. This section provides deductions mady
for contributions to a civic or charitable purpose. To qualify as a deduction
under this section, the contribution can only be for a "benevolent purpose”
and cannot benefit the firm making the contribution. Thus, if a firm provides
funds to build a school for the children of a community in which its employees
will live, the firm cannot deduct these expenses under Seotion 167.

To eliminate any uncertainty, my legislation creates a new section in
the tax code providing deductions for energy impact expenditures. My approach
is simple. Energy firms whose assessed value exceeds $50 million upon
complation will be able to deduct contributions in the ysar made for facilities
or services contributed to state and local areas where there is significant
energy development.

Is this legislation necessary? Let me quote from a few of the letters
I have received:

",..the only relief offered for money advanced for mitigation of
socio-economic impact is prepayment of future 'ad valorem' or severance.
tax...Allowing this (prepayment) to be expensed in the year it was
expsnded would be extremely helpful...properly constructed tax benefits
to encourage support of community facility development should not have
to be limited -- they could be planned to give the developers incentive
to minimize thea."”

~-- Roger Loper, President
Chevron Shale 0il Company
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"The tax treatment of sums contributed to help finance community
development projects designed to mitigate socio-economic impaots varies
according to the circumstances of each gift. To encourage impact.
mitigation contributions, legislation should permit payments ci .
against future tax liabilities to be deducted in the year paid rather
than in the year of tax obligation."

-= F., D. Dennstedt
Senior Vice President
Exxon Company, U.S.A.

"There is no specific provision of the Internal Revenue Code
covering amounts contributed to mitigate socio-economic impaots. Depending
upon the circumstances surrounding a partioular contribution and the
nature of the assistance, expenditures incurred may or may not be
deduotible for federal income tax purposes. This uncertainly quite
often causes needless concern in the decision-making process regarding
potential impadt assistance...legislation encompassing a current deduction
for such expenditures is badly needed."

-- John M. Hopkins, President
Union 04l

", ..(legislation to) encourage the prepayment of state severance
taxes and property taxes would encourage the utilization of this method
to provide the upfront financing of local facilities and services
impacted by such development."

- Harry Bowes
Executive Vice President
Colorade Counties, Inec.

Here is how my bill would work once it is enacted: First, if a state
allows for prepaid property taxes and the taxes are used for needs related
to energy growth, large energy projects (at least $50 million in taxable
property or in pro%ected income) can prepay its state taxes, and deduct
such payments in the year the payrent is made.

Second, my bill creates a new section in the Internal Revenue Code
that provides a deduction for energy impact assistance expenditures.
Large energy Tirms will qualify for this deduction if their energy impact
contribution is paid to a unit for state or local government to help pay
for facilities or services the entire community, can use, like hospitals,
roads, schools, parks, fire and police protection, water supply and governmental
administration.
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This legislation is consistent with what I believe should be the purpose
of both national and local energy policy: To build energy projects that
are technically sound, environmentally responsi*'- and financially rewarding
-- all located in communities whose facilitie., «dces and infiastructures
can support, with minimum stress, the needs of thousands of employees and
their families who will be needed to operate and maintain each of these
projeots.

This legislation accomplishes this goal in three ways:

First, it removes federal tax obstacles preventing full local
government-industry cooperation in jointly planning and large energy projects.
Essentially, this bill removes the federal government as a negative force
in energy project planning and energy impact mitigation. Local governments
will be free to negotiate the best deal they can about how much financial
help will be required from new developments before the necessary state and
local permits will be issued. Both the energy firms and local officials
will know that whatever sums are contributed, they will be deductible from

federal tax returns. -

The fact remains unchallenged that healthy communities mean increased
.worker morale, less turnover, higher productivity, faster construction and
lower costs in energy development in the long run. Thus, energy firms will
ultimately save vast sums if they pay -- as many are willing to do -- adequate
‘attention to front end community impact mitigation measures. It also encourages
communities and companies to become allies instead of adversaries in planning

for the future,

Second, the bill provides tax certainty and tax simplicity. Energy
firms that meet limited criteria will know for certain if they can deduct
from their federal returns their prepaid taxes or energy impact contributions
on line faster.

Third, the bill will not over time lose revenues from the Federal
Treasury. For the most part, this legislation only accelerates federal tax
deductions; it does not create any new federal tax subsidy. In fact, this
bill will likely accelerate revenues for the federal government as it will
help reduce delays dn meeting socio-economic energy impacts associated with
large-scale energy production. With these delays reduced, energy production
can begin faster, as will federal revenues. R

Fourth, this bil) will benefit all communities nationwide feeling the
burdens associated with energy development. This is not a bill of special
interest to Colorado and the Rocky Mountain West. Whether it is a new coal
mine in Pennsylvania, or a major drilling operation in Texas, or a new
synfuel plant in Kentucky, energy impacted communities will profit rrom
this legislation. .

Thas legislation merits quick enactment. It is fair, reasonable,
practical, worthwhile, and represents sound tax policy. It is also urgently
needed. .
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- Senator WALLoP. Afternoon, ladies and gentlemen. I think your
Senator and my colleague are amazed that we are starting so close
to the designated hour. It seems like a long time ago we left Wash-

ington.
Senator ARMSTRONG. We must have dropped something out of
the schedule to be on time. \

Senator WarLLop. I want to, again, express the pleasure that I
have of being here this afternoon as your guest with Bill, in the
neighboring State of Colorado, who is on the threshold of some of
the same kinds of problems that he have in my State of Wyoming.
And the purpose of the hearings here today in Grand Junction and
the second hearing to be held tomorrow in Evanston, Wyo., is to
gather comments and suggestions on what I believe is legislation
which represents a responsible and realistic and, indeed, creative
approach to assisting energy impacted communities without—and I
emphasize “without” especially in this day and age—any long-term
expense to the Federal Government, and without the needless and
costly and inefficient interference of a myriad of new Federal agen-
cies and subagencies.

In joining with your able Senator, and my friend and colleague,
Bill Armstrong, in the introduction of this energy impact legisla-
tion, which is the subject of the hearing, we have sought to assist
energy impacted communities by providing a mechanism through
which they can do more to help themselves, they knowing the best
what is at issue in their own area at a given time, and this we hope
"to accomplish by two means. First, communities will find it_easier
to tax their anticipated future tax base for up-front money by al-
lowing companies, who prepay State and local taxes for purposes of
providing needed public service, an immediate Federal tax deduc-
tion for that payment. Second, companies will be encouraged to
-make greater financial contributions to assist in mitigating energy
and impact problems. Presently, as you know, if a company makes
a contribution to a community for public service, there is some un-
certainty, depending on the circumstances, whether or not the In-
ternal Revenue Service will treat that as a charitable act or a cost
of doing business, requiring that the expense be written off over an
extended period of time. This legislation explicitly provides if a
contribution is made to provide public services or facilities, then it
will be allowed as an immediate deduction.

Let me point out, from the experience we have had in my State
" of Wyoming, and I'm sure Bill will agree with me, this is not prof-
fered as a cure-all for energy impact problems, and it’s certainly no
substitute for adequate planning and coordination. Those activities
rightfully belong in the hands of those who feel them most immedi-
atel;; and who are involved in the consequences of energy develop-
ment.

The energy potential which is locked in the great oil shale of the
western slope of Colorado and parts of Wyoming and Utah is un-
imaginable in its magnitude. By some estimates, in excess of a tril-
lion barrels of oil await for technology to make it flow. Your
growth and ours, in many parts of Wyoming, is going to be stagger-
ing as this technology comes on stream.
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I hope this legislation, which Senator Armstrong has designed,
and which I happily join in cosponsoring, will be of some sasistance
as you begin to cope with those very real problems which iz ahead.

With that, I wanted to do one thing, Bill. No, go ahead, you can
do that and I will introduce our staff.

Senator ARMSTRONG. Well, Mr. Chairman, mainly I would like to
thank you for convening this hearing today and welcome you to
Grand Junction, Colo. And then, if I could, for a moment, address
not the Chair, but my friends here in western Colorado, to simply
say how fortunate we are that the destiny of this legislation is in
Malcolm Wallop’s hands because he’s not only a neighbor and good
friend, but he’s a man who really understands from firsthand expe-
rience in Wyoming, as well as in Washington, what the problems
are when communities face the sort of explosive growth that com-
munities in western Colorado have had to contend with. And so I'm
pleased not only that he’s the chairman of the subcommittee that
has jurisdiction over this important legislation, but even more so
that he has consented to be a cosponsor of the legislation that I
have introduced.

Mr. Chairman, rather than giving any detailed introductory
statement, I would like to submit for the record of this proceeding
ahsta(;;ement discussing S. 1919 then I think we are ready to go
ahead.

I would ask if it would be all right for two minor rearrange-
ments. Maybe we could shuttle some of these chairs down off of the
dais so others could be seated. And I would like to inquire of the
Chair if this is going to be one of those hearings where we could
take our coats off?

Senator WaLLopr. By all means, because I can tell right now we
are going to need that. .

I would also like to state, for the record, that this is a formal
hearing of the Subcommittee on Energy and Agricultural Taxation
of the Finance Committee. And we are represented here on the Fi-
nance Committee staff by Mr. Rod DeArment, who is out to give
whatever assistance we may need in the process.

Are there any other chairs in the corners? We would like to ac-
commodate as many people as we can. .

OK. Our first witness is no stranger to you or to me. Indeed, he’s
an old friend, the Honorable Wayne Aspinall. I know I first met
him many years ago. I was just in a quick reminiscence with you,
Wayne, and recalled that I was at your wedding reception in the
Capitol, that's been a day or two ago. But I am glad to see you
tl.ere. And, certainly, we are very much looking forward to your tes-

imony.

STATEMENT OF WAYNE N. ASPINALL, CONSULTANT ON NATURAL
RESOURCES FOR CLUB 20

Mr. AspINALL. Mr. Chairman Wallop, Senator Armstrong, mem-
bers of the committee, I have the pleasure this afternoon of making
my presentation as a consultant for Club 20. My presentation will
be short. And I will be followed by a gentleman who now heads
Club 20’s activities. : -
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May I say that 1 remember the pleasure, Malcolm, of our former
association in those days when John Wold was the Congressman
from Wyoming, and a member of my committee, and a very able
member of my committee. So I welcome you to this area where I
happen to be a senior citizen, and, Bill, we welcome you home.

nd we thank each of you for your interest in matters which
have to do with western Colorado and in matters which have to do
with the Rocky Mountain area.

I tried to find where you were. I wasn’t able to because I went to
the auditorium. I have only been at home 2 years and I never knew
where this particular council chamber was. I went over to my
office across the street and I left my short written statement over
there, so I would ask unanimous consent that I may present it to
. you later on in the afternoon and make it a part of the record.

Senator WaLLoP. By all means, it will be incorporated.

Mr. AspPiNALL. Club 20 is an organization similar to a very effec-
tive chamber of commerce for the western 20 counties of Colorado.
We are interested in the socio, the economic, and- the environmen-
tal operations and activities in our area. We find ourselves at the
present time confronted with problems with which the western
slope has never been confronted before. This has been a rather
slow-growing community up until recent years. It has been my
good fortune to be a resident of this community, Palisade, since
1904. In fact, I live three blocks directly south of where I lived in
June 1904. And I have been interested in the activities of western
Colorado, as well as Colorado and the Rocky Mountain area, pri-
marily, as we try to serve ourselves and serve the needs of the
people of the United States. : .

Our organization is headed by two officers, the chairman of Club
20, who is here this afternoon, and also former Governor Vander-
hoof, who is the president of the organization, who is presently vis-
iting in Australia and New Zealand. Some people get very fine ad-
vantages in retirement. I have never found it that way.

So I'm here this afternoon to present the able, effective, new in
the office but old in the problems of western Colorado, chairman of
Club 20, Sam Suplizio of Grand Junction, who will now speak on
Club 20’s position. .

[The prepared statement of Hon. Wayne N. Aspinall follows:]

PREPARED STATEMENT OF HON. WAYNE N. AsPINALL

Chairman Wallop, Senator Armstrong and Members of the Committee. My name
is Wayne N. Aspinall. I am consultant on natural resources for Club-20.

I wish to welcome the members of this Committee as they appear here in Western
Colorado for Hearings on Senate Bill—1919. I can assure you that we know the im-
portantc:t;)f this Legislation, and that Club-20 is very pleased to be able to make a
presentation.

Club-20 is a coalition of counties, communities, industries, and individuals with a
strong bipartisan voice on issues of Regional Concern. The interests of the Organiza-
tion have to do with the economic development, natural resources development, ag-
ricultural and livestock development, tourism, transportation, aviation and like en-
deavors of our area. - -

Club-20 endorses and supports the wise and multiple use principle of the develop-
ment of our natural resource valiles—privately and Governmentally owned.

Club-20 endorses and supports reasonable and wise environmental and conserva-
tion programs, which protect and enhance our human and natural resource values.

\
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Club-20 strives to protect the “way of life” (traditional values) of our area at the
same time making our contribution to the Regional and National welfare of our
fellow citizens. -

If is my privilege and honor to present to this Honorable Committee the present -
Chairman of Clubh-20, Sam Suplizio of Colorado, who will now present the views of
Club~20 on the Legislation on which you are holding these Hearings.

Chairman Suplizio. -

Senator WaLLor. Wayne, let me thank you and Sam. Before you
speak, let me just say it’s a great tribute to this part of the world,
and to our former Congressman, that he was not smitten with “Po-
tomac fever” and has come back here to live and be with those who
hesserved so well when he was in office.

am.

STATEMENT OF SAM SUPLIZIO, CHAIRMAN OF CLUB 20

Mr. Supuizio. Mr. Chairman—thank you very much for those
kind words—Senator Wallop, Senator Armstrong.

My statement on behalf of Club 20 will be brief. When an insur-
ance man says ‘brief,” it could be anywhere from 5 minutes to an
hour and a half. But it will be brief, and at the same time very
supportive of the concept of Senate 1919, more commonly known as
the Erl;elrlgy Community Self-Help Act of 1981 or the prepayment of
taxes bill.

Nowhere in this country, that we are aware of, has there been
proposed such dense, rapid and intensive development as we are
experiencing today in"western Colorado. This region is said to con-
tain a trillion barrels of oil shale, 50 billion tons of coal, 500 billion
cubic feet of natural gas, 75 percent of our Nation’s known urani-
um reserves, along with many other minerals vital to the well-
being of our country. It’s quite obvious that we must take mineral
deposits where they are found. In mining, there is not the luxury
of a large number of alternative sites as there is in manufacturing,
warehousing, or homebuilding.

To develop these resources, one planner estimates an influx of
between 180,000 to 200,000 people throughout western Colorado in
the next few years. To properly service this growth, entire new
communities are being planned with some [’);esently underway on
lands where once only sagebrush appeared. These people will need
housing, roads, schools, houses, jails, water treatment facilities, and
the list goes on and on. People services cost money, and money in a
traditionally capital-starved area is not easy to come bf"

The intent of Senate 1919, even though not a total solution, as
you mentioned earlier, will certainly help relieve many of the fi-
nancial uncertainties which presently confront local government,
by allowing the prepayment of State and local taxes by energy
companies, Further, it allows certain other energy impact contribu-
tions to receive favorable tax treatment. With this t of legisla-
tion, local governments will be free to negotiate the best deal the
can as to how much financial help will be required for a new devel-
opment before they issue the necessary State and local permits
needed for these developments..We certainly have no desire to
become the Appalachia of the West. Senate 1919, we hope, will
allow local governments to come together with energy companies
providing & catalyst that will enable counties and communities to
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maintain reasonable financial health. Better financial strength will
lead to increased worker morale, less worker turnover, hifher pro-

- ductivity, faster construction, and in the long run, we will experi-
ence lower overall development costs.

Gentlemen, I believe it's safe to say that the western slope, with
its vast deposits of natural resources, has been discovered. It so
happens that we in the west have been blessed with some extraor-
dinary mineral deposits. The energy companies coming to western
Colorado have assumed the responsibility to develop our reserves
in order that the United States of America becomes as energy inde-

ndent as possible. Wise and scrupulous develop of these deposits

enefit all of the country, because it contributes to the total
strength of our Nation. Left in the ground, these deposits contrib-
ute nothing.

Club 20 is supportive and committed to the orderly and timely
development of our energy reserves so that we can help meet our
Nation’s energy needs. At the same time that development occurs,
we want to do our best in addressing environmental concerns so
that we may, to the best of our ability, maintain our quality of life.

To make Club 20’s testimony at today’s hearing as meaningful as
it should be, a special executive committee meeting was held and a
telephone survey of our board was made to determine support for
the concept of Senate 1919. I am pleased to report that the Club 20

' suPport is unanimous.
would like to thank you for taking the time and understanding
in helping us solve our impact problems here in the western slope
of Colorado. Thank you very much.

Senator WaLLopr. Do you have any questions,. Bill?

Senator ARMSTRONG. Mr. Chairman, I don’t have any questions,
but I do have one comment for the record. And I want to particu-
larly express to Sam, and Mr. Aspinall, my appreciation for their
making the effort so that we have a documented record of total
support of Club 20. :

As everybody in the room knows, and as I would like to say for
the record, Club 20 is a unique organization. It's unlike antything I
know of in this State or elsewhere in terms of the kind of leader-
ship it ai)rovides to a critically important region. There are a lot of
regional groups of different kinds, but I don’t know of any organi-
zation anywhere that has the clout and the vision and the wisdom
that Club 20 has displayed over the years. And that’s due, of
course, primarily, to its leadership, two of the most important lead-
ers here with us today.

I would like to ask, for the record, a question that I feel I know
the answer to, but I would like to have as part of this proceeding, if
you would respond to it, Sam. ’

You mentioned wise and scrupulous development. You are deal-
ing here with huge amounts of money, with large national and
even international companies with a lot of money at stake. Have
you and constituent components of Club 20 found that the people
you are dealing with are scrupulous and concerned about how de-
velopment is going to affect local communities, or is their disposi-
tion just to come in and run roughshod over everything?

Mr. SupLizio. No. They have been very cooperative, they are not
trying to run roughshod over us. We have found the companies we
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have dealt with, the individual companies, to be cooperative, overly
concerned, to say the least, of our impact, and of our problems. As
a matter of fact, they offer, in mang cases, sensible solutions that
we cannot come up with. We find them to be cooperative, helpful,
and willing to do the job in a proper way.

And we would like to see it stay on that course, with the har-
mony between the energy companies and ourselves and our citizens
continue. ' .

The chairman pointed out, and it’s correct, many of the compa-
nies have already made contributions, contributions to help. I know
of, just in particular, in Grand Junction, athletic facilities here
that Exxon and other companies have contributed to help build
and have a place for recreation for their people who are living in
Mesa County and are here because of the energy industry.

They have all been helpful. And we would like to keep things
going on that track. But I think that they can only go so far. They
are going to need some help, because we can’t keep leaning on
them for everything that we need that is coming down the pike
without some kind of consideration back to them.

Senator WaLLopr. The question is good, because there is nothing
coercive in this legislation. It relies on the cooperation between
local governments and the energy companies causing the impact.
And I would just point out, earlier attempts at impact legislation,
since I have been in the Senate, which is not all that long, have all

evolved around the Federal appropriations process. And the admin-
istrative costs of delivering the $120 million, which was the last
figure we talked about, both to the communities, the local govern-
ments, the States involved, and ithe Federal Government, were
such that that $120 million wasn’t going to do very much good. And
they were coercive, and their definitions were so tightly restricted,
. they may very well have been providing hospitals when schools
were needed or some other kind of event.

So this does rely on that cooperation and, of course, on the abili-
ty of State law, local law, to bring cooperation. .

Mr. AspINALL. Mr. Chairman, may 1 add, also, I think more so
than most communities in the United States, this area represented
by Club 20 is very private-enterprise minded, as far as carrying on
business activities is concerned, and we want to keep it that way as
much as we can. This is one of the reasons why we desire to help
business as they make their contribution. ‘

Senator ARMSTRONG. Mr. Chairman, if I could just make one
more point, again for the record, because I think it is important we
have this on the record from these two gentlemen.

I have tired to persuade my colleagues in Washington that more
than any other single factor, the limiting consideration in the de-
veloping of these tremendous resources that you spoke of, Sam, will
not be economics or technology, but will be the impact on these
local communities. While there is great support among county and
city officials and residents in this area, the thing that they fear,
the one thing that is really the dread in all of this, as we begin to
extract these enormous energy resources, is how it will impact on
quality of lives, what it will do to sewers, water, the environment,
that kind of thing, and that in the long run these will be the con-
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siderations that will really be determinative more than technologi-
cal considerations, and science, and so on.

Is that a fair way for me to ﬁresent this legislation in Washing-
ton? Is that a fair appraisal of the concerns?

Mr. SupLizio. I would say, definitely. I would also say it's up to
the people here to see that that's tuken care of with proper plan-
ning and proper cooperation between the people who are doing the
developing. And it can be done.

Senator ARMSTRONG. Thank you. Thanks very much. We could
talk all afternoon, but we have a long list of witnesses.

‘Senator WaALLoP. I would like to thank both of you very much for
appearing here this afternoon.
nd the next witness for the panel, the Honorable Flaven Cerise,
county commissioner. And if I have mispronounced it, set me
straight.

Mr. Cerisk. Close enough.

Senator WaLLopr. The Honorable Tim Schultz, county commis-
sioner of Rio Blanco County, speaking for the Associated Govern-
ments of Northwest Colorado. -

Mr. BracH. My name is Louis Brach, mayor of Grand Junction.
I'm supposed to be with them. —

Senator WaLLop. I'm sorry. You were not on the list. You set
them straight and me, too. I apologize for that.

Mr. BracH. Well, I got my name in a little bit late.

STATEMENT OF LOUIS BRACH, MAYOR, CITY OF GRAND
JUNCTION, COLO.

Mr. BrRacH. My name is Louis Brach, presently mayor of Grand
Junction. I want to thank you for the opportunity to testify today
before your committee in support of Senate bill 1919, the proposed
Energy Community Self-Help Act of 1981. We appreciate the ef-
forts of Senator Armstrong and Senator Wallop for the introduc-
tion of this bill. As mayor of the city of Grand Junction, I would
also like to express my appreciation for the conduct of these hear-
ings here during the centennial year. Your field hearings have al-
lowed a fair opportunity to representatives of State and-local gov-
ernment to testify on some of the energy impact issues we face.

- I also serve as chairman for the Associated Governments of
Northwest Colorado, formerly known as the Colorado West Area
Council of Governments, C is what we generally call it. There-
fore, I am today very specifically representing the cities and coun-
ties within the four northwest counties of Garfield, Mesa, Moffat,
and Rio Blanco.

I would espe